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1 Outlook and appraisal 
Brian Ashcroft, Economics Editor, Fraser of Allander Institute 
 
 
Overview 
 
Output and jobs growth in the Scottish economy has weakened since we last reported in March 2016. 
After GDP data revisions it is now clear that with growth of only 0.1% in the second quarter last year and 
then a fall of -0.1% in the third quarter, the Scottish economy came perilously close to a recession in 
2015 and despite the slight upturn to 0.2%; growth in the fourth quarter may fail to avoid a recession in 
the coming months. In the fourth quarter, Scotland had to rely solely on the service sector for growth as 
the contribution of construction faded away to zero with the stimulus from infrastructure spending 
disappearing. Slight negative growth in the production sector meant that the recession in the sector 
continued with negative growth having occurred in three successive quarters. Within production, 
manufacturing technically emerged from recession with fourth quarter growth of 0.3% after experiencing 
falling output in the previous two quarters. But despite that, manufacturing growth in Scotland can only 
be described as weak. Moreover, even though services registered growth of 0.3% in the final quarter of 
last year, UK services grew three times faster and performance in all principal private subsectors in 
Scotland is appreciably weaker than their UK counterparts. Financial services are especially weak and 
the weakness of business services growth has been exacerbated by the effects of the fall in the price of 
oil. 
 
The latest labour market data revealed a significant deterioration in performance as the job shedding 
associated with the consequences of the oil price fall and deteriorating export performance began to 
bite. In the quarter to March 2016 the numbers in work fell by 53,000 (-2.0%) to 2,578,000. The last time 
there was a fall in jobs of this scale was back in early 2010. Unemployment rose by 8,000 (+4.8%) to 
169,000 with the rate rising to 6.2%, compared to 5.1% in the UK, a gap that is now the largest since 
mid-2004. Over the year, Scottish jobs fell by -45,000, a fall of -1.7%. Unemployment in Scotland rose 
by 2,000 over the year, or by 1%. The numbers inactive rose in Scotland in the quarter by 49,000 or by 
3.1%, while over the year, inactive numbers rose by 59,000 (3.7%) in Scotland. As a result of this 
downturn in the labour market, by the end of the first three months of this year the gap between 
6FRWODQG¶V DQG WKH 8.¶V HPSOR\Pent performance had widened considerably with Scottish jobs as 
reported in the LFS household surveys 0.9% above their pre-recession peak, compared to UK jobs 
which were 6.3% above peak. 
 
Looking forward, what seems to be happening is that both domestic and overseas demand for Scottish 
goods and services are faltering, while a weakened domestic demand is still driving growth in Scotland. 
It now seems clear that both investment and household spending have been badly affected by the 
continuation of the low price of oil, with job losses affecting household incomes and spending and fixed 
investment affected by the decline in onshore investment in the oil service industry and related activities 
as well as the slowdown in infrastructure spending and construction activity. Another factor to note is 
that the household saving ratio in Scotland was 6.3% in 2015q4 31% lower than it was in the 
University of Strathclyde | Fraser of Allander Institute Economic Commentary: 40(1)  Economic perspectives 
 
June 2016            2 
 
corresponding quarter of 2014. This fall will clearly have helped sustain household spending either by 
households saving less or borrowing more. However, a close look at the data reveals that the ratio fell 
from 9.1% to 6.8% between 2014q4 and 2015q1, then fell a little further to 6.3% in the second quarter 
and essentially remained there for the rest of the year. By the end of the year the effect of the fall in the 
saving ratio was fading away as households possibly started to rein back their borrowing and spending. 
In addition, wage growth remains weak while the housing market seems to be weakening, which is also 
likely to have a detrimental effect on household spending.  It might also be the case that uncertainty 
about the outcome of the BREXIT referendum on 23rd June might be encouraging companies to 
SRVWSRQHLQYHVWPHQWSODQVXQWLOWKHLVVXHDERXW%ULWDLQ¶VHFRQRPLFUHODWLRQVKLSZLWh the EU is clarified. 
,Q WKLV FRQWH[W LW LV ZRUWK QRWLQJ WKDW QHW WUDGH KDV PDGH D QHJDWLYH FRQWULEXWLRQ WR 6FRWODQG¶V *'3
growth in 4 of the last 5 quarters, while Scottish exports (including trade with rest of UK) in current 
market prices have actually been falling since 2014 and Scottish manufacturing exports to the rest of the 
world fell in real terms in the second half of last year. 
 
So, we must conclude that household demand and fixed investment will continue to drive growth in 
Scotland but with the stimulus from household spending and fixed investment weakening while net trade 
FRQWLQXHVWRKDYHDQHJDWLYHHIIHFWDVWKHUDWHRIJURZWKLQ6FRWODQG¶VPDLQH[SRUWPDUNHWVLVSUHGLFWHG
WR IDOO ,QDGGLWLRQ WKHFRQWLQXDWLRQRI WKH8.*RYHUQPHQW¶VDXVWHULW\ programme means that there is 
little hope of a compensating boost to growth from this component of demand. 
 
Against this background we have revised down our GDP (output) forecast for this year from 1.9% in 
March 2016 to 1.4%. This downward revision is driven by slow investment growth, the continuing effects 
of the fall in the price of oil on household incomes and spending, a general slowing in household 
spending as the rate of household borrowing diminishes and a worsening demand for Scottish exports 
DVJOREDOJURZWKDQGJURZWKLQ6FRWODQG¶VNH\H[SRUWPDUNHWVVORZV:HDUHIRUHFDVWLQJJURZWKRI
in 2017 a downward revision to our March forecast of 2.2%, due to an anticipated weakening of both 
domestic and export demand for goods and services produced in Scotland compared to our March 
forecast. We are now forecasting 2018 and our prediction is that there will be growth of 2.0% as the 
economy returns to trend. 
 
We have revised down our forecasts of employee jobs because of the deteriorating conditions in the 
Scottish labour market. The number of total employee jobs is still forecast to increase in each year with 
the number of jobs at the end of 2016 forecast to be 2,445,650, an increase of 1.2% during 2016. Our 
new central forecast is that the Scottish economy will add 28,650 jobs in 2016, down by around 8,000 
from our March forecast, with a net of 39,450 jobs added in 2017, down by more than 7,000 from our 
March forecast. Jobs growth in 2018 is forecast to be 47,379. On unemployment, the deterioration in 
many labour market indicators over the last four months, and the revision downwards of growth 
performance of Scotland in 2016 cause us to revise up our forecasts for unemployment in both levels 
and rates. Our latest forecasts for the unemployment rate in Scotland for the end of 2016 is now 6.9%, 
with our forecast for this to fall to 6.7% and then 6.2% by the end of 2017 and 2018, respectively. 
 
Finally, in this section of the Commentary we consider further the challenges facing the Scottish 
economy and turn to the question of policies to promote long-term growth. We note that the 6FRWODQG¶V
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Economic Strategy published by the Scottish Government in March of last year is the latest of many 
growth strategies produced by Scottish governments since devolution. All of these strategies provide a 
strategic framework grounded in mainstream economic development theory, which essentially see 
economic growth as the consequence of productivity growth stimulated through the promotion of specific 
µVXSSO\-VLGH¶ FKDQJH LPSURYHPHQWV LQ LQQRYDWLRQ DQG 5	' HQWHUSULVH LQYHVWPHQW FRPSHWLWLRQ DQG
skills. But all of these strategies, including the current one, were stronger on tKH µZKDW¶ RI JURZWK
SURPRWLRQZLWKPXFKOHVVHPSKDVLVRQWKHµKRZ¶,QRWKHUZRUGVWKHUHQHHGVWREHPRUHWKRXJKWDQG
debate on the operationalisation and implementation of the promotion of innovation, enterprise, 
investment and skills formation in Scotland. It is not new strategies the Scottish economy needs but 
FOHDULQVLJKWVDQGSROLF\DFWLRQRQWKHLPSOHPHQWDWLRQRI6FRWODQG¶V(FRQRPLF6WUDWHJ\,QYLHZRIWKLV
we welcome the recent creation of the new Economy Secretary post in the Scottish Government and 
particularly welcome the new Cabinet Secretary .HLWK%URZQ¶VHDUO\ LQLWLDWLYH LQ LQVWLWXWLQJD UHYLHZRI
6FRWODQG¶VHQWHUSULVHDQGVNLOOVDJHQFLHV,IWKLVUHYLHZLVXQGHUWDNHQLQDSRVLWLYHZD\WRKHOSHQKDQFH
the operational impact of the agencies, it could mark the beginning of a process where strategy 
implementation moves centre stage in economic policy in Scotland. 
The Fraser of Allander Institute also welcomes the appointment of the new Cabinet Secretary for 
Finance, Derek Mackay MSP. The ScottisK3DUOLDPHQW¶VQHZILVFDOSRZHUs give the Scottish budget a 
greater fiscal and economic importance. To reflect this, the Fraser of Allander Institute is initiating a new, 
annual event - ³6FRWODQG¶V%XGJHW´- to provide informed and independent economic and fiscal analysis 
RIWKHRSSRUWXQLWLHVDQGFRQVHTXHQFHVRI6FRWODQG¶VQHZILVFDOIUHHGRPVTo coincide with the event - 
be held in Edinburgh in September 2016 - the Fraser will publish a special µScottish Budget¶ edition of 
the Economic Commentary that will provide: an outlook for Scottish economy; an overview of the UK 
public finances and the implications for Scotland; an outline of 6FRWODQG¶V new fiscal framework; the 
outlook for the Scottish Budget; and, the choices facing the Cabinet Secretary and the likely impacts of 
alternative policy responses. 
Recent GDP performance 
 
The latest Scottish GDP data are for the fourth quarter of last year (2015q4). The chained volume 
measure of GDP rose by 0.2% in Scotland in the quarter, while UK GDP rose by 0.6%. Over the year ± 
four quarters on four quarters ± Scottish growth was weaker than UK growth at 1.9% compared to 2.3%. 
However, the marked weakening of Scottish growth from the second quarter of last year means that the 
growth between the fourth quarter of 2015 and the fourth quarter of 2014 of 0.9% is, in present 
circumstances, a better indication of annual Scottish growth compared to the UK where growth was 
2.1%. It is also worth noting that Scottish GDP growth in the third quarter of last year was revised 
downwards in the latest release to a fall of -0.1% compared to a rise of +0.1% on the earlier data. It is 
now clear with growth of only 0.1% in the second quarter the Scottish economy came perilously close to 
a recession in the second and third quarters of last year and despite the upturn in the figures for the 
fourth quarter may yet not escape a recession in the coming months. The Scottish and UK quarterly 
growth rates back to 2007q1 are presented in Figure 1.  
 
With the revised data, the Scottish economy in the third quarter ceased to enjoy the positive growth that 
it had experienced for the previous 10 quarters (since 2012q3). The widening of the gap between 
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Scottish and UK GDP growth in recent quarters has meant that the UK recovery from the Great 
Recession has strengthened farther relative to Scotland as is shown in Figure 2a. 
 
By the fourth quarter, Scottish GDP was 3.1% above the pre-recession peak while UK GDP was 6.8% 
above its peak. Growth from the trough of the recession to the fourth quarter last year amounts to 8.5% 
in Scotland and 13.9% in the UK. 
 
Figure 1: Scottish and UK Quarterly GDP Growth, 2007q1 - 2015q4 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and (FAI) calculations 
 
 
Figure 2a: GDP, Scotland and UK: in recession and recovery to 2015q4 (relative to pre-recession peak)  
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
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As noted in previous Commentaries, Scottish Government statisticians are now producing GDP per 
head data, which in many ways is a better measure of the prosperity of people in Scotland. In addition, 
recent years have seen high inward migration into the UK and Scotland, so in assessing the 
performance of the economy of over time we really need to control for changing population. Data for 
recession and recovery in GDP per head in Scotland and the UK are presented in Figure 2b. 
 
 
Figure 2b: GDP per head, Scotland and UK: in recession and recovery to 2015q4 
 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
 
 
Figure 3: GDP (ex oil & gas), Scotland and UK: in recession and recovery to 2015q4 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
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In the fourth quarter UK GDP per head stood at +1.0% above its pre-recession peak, whereas in 
Scotland GDP per head was -0.2% below pre-recession peak. Clearly, the relative weakening of 
Scottish economic growth is now affecting GDP per head with the gap between the UK and Scotland 
widening (1.2% points) compared to the previous quarter (0.5% points). 
 
Returning to the overall GDP data we now allow for the complicating factor of oil and gas production, 
which for offshore production is included in the UK GDP data but not in the Scottish data. Removing oil 
and gas production from UK GDP data gives us Figure 3. 
 
When oil and gas production is removed, we find again that the gap in the strength of the recovery 
ZLGHQV IXUWKHU LQ WKH8.¶V IDYRXU8.*'3H[RLO	 gas) stands 7.9% above the pre-recession peak 
compared to 3.1% in Scotland. The long period of weak UKCS oil and gas production has slowed the 
recovery of UK GDP from recession. So, UK GDP - ex oil & gas - has had an even stronger recovery 
from recession than Scottish GDP. Scottish GDP has recovered by 8.5% since the trough of recession 
while UK GDP - ex oil & gas ± has recovered by 14.8% from its trough by 2015q4, compared to 13.9% 
when oil and gas output is included. In the latest quarter, UK GDP ex oil and gas rose by 0.65% - a little 
faster than the 0.56% reported when oil & gas is included - and by 2.2% over the year, four quarters on 
four quarters. 
Sectoral Components of GVA growth 
Turning now to individual sectors of the economy, we see a continuation of the convergence in the 
pattern of growth between Scotland and the UK, which we highlighted in the previous Commentary. In 
the UK, the service sector was again by far the main driver of the overall growth rate of 0.6% by 
contributing growth of +0.7% points. In Scotland the service sector was also the main driver of growth 
contributing +0.2% points to overall growth of 0.2%. The construction sector, which was the main driver 
of Scottish growth in the second quarter and contributed slightly by only +0.1% in the third quarter, had a 
zero contribution to growth in the fourth quarter as in the UK. The production sector made a very slight 
negative contribution to growth in Scotland in the fourth quarter while making a small negative 
contribution of -0.1% in the UK. Within production, manufacturing in both Scotland and the UK made an 
insignificant contribution to growth. In Scotland mining & quarrying made a negative contribution to 
growth of -0.1% points, with the other production sub-sectors neither providing a positive or negative 
contribution to Scottish growth. The production sub-sectors in the UK all made a zero contribution to 
growth.  These data continue to offer evidence of the continuing reliance of both the UK and Scottish 
economies on service sector growth and the failure to rebalance in favour of manufacturing which was 
the express desire of the UK Government. 
Service sector  
 
The Scottish service sector, which on 2012 weights accounts for 75% of GDP in Scotland and 78% in 
the UK, grew by 0.3% in Scotland in the fourth quarter and produced 0.9% growth over the year ± four 
quarters on four quarters. In contrast, UK services grew by almost three times as fast as services in 
Scotland with growth of 0.8% in the quarter and 2.7% over the year -- see Figure 4.  
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Figure 4: Scottish and UK Services GVA Growth 2007q1 to 2015q4  
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
 
Figure 5: Services GVA, Scotland and UK: in recession and recovery to 2015q4 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015 and FAI calculations 
 
The state of the recovery in Scottish and UK services is presented in Figure 5. After experiencing a 
shallower but more drawn out recession in Scotland of -3.3% compared to -4.2% in the UK, output in the 
sector stood at 3.5% above its pre-recession peak by the fourth quarter of last year very significantly 
less than the 11.9% above peak achieved in the UK. 
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So, continuing weaker service sector growth in the fourth quarter in Scotland meant that the gap 
between the scale of the recoveries widened further in favour of the UK to +8.4% points. As noted in the 
previous Commentary, the effect of the slowdown in the oil & gas industry due to the low price of oil is 
affecting business services and the service sector as a whole in Scotland much more than the UK, 
because of the concentration of the oil-services supply chain in Scotland. However, the weakness of 
Scottish services is also more general and due to other reasons since UK services have now grown 
faster than Scottish services for the past eight quarters. 
 
Production / Manufacturing sector 
 
The SURGXFWLRQVHFWRUKDVEHHQWKHNH\GULYHURI6FRWODQG¶VUHFRYHU\+RZHYHUVLQFHWKHILUVWTXDUWHURI
2015 it slipped into recession and during the final three months of last year output was still falling. Even 
so production overall has grown by 8.5% since the trough of the recession equal to the 8.6% achieved 
by the economy as a whole. This contrasts with the growth of 6.2% in the Scottish service sector since 
the trough of the recession. In the UK, the production sector remains a drag on the recovery with growth 
of 2.0% since the trough of the recession compared to the 13.9% growth of overall GDP and 14.8% for 
GDP ex oil & gas. Scottish production output fell in the fourth quarter by -0.1% while UK production 
contracted even more by -0.4%. Over the year - four quarters on four quarters ± Scottish production 
GVA fell by -0.2%, while UK production output rose by 1.0%. 
 
Figure 6: Manufacturing GVA, Scotland and UK: growth at constant basic prices 2007q1 to 2015q4  
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
Within production, Mining & quarrying GVA contracted by -2.3% in the fourth quarter and contracted by -
1.3% over the year (UK mining & quarrying contracted by -2.2% and grew by 6.9%, respectively). 
Electricity & gas supply GVA contracted by -0.8% in the fourth quarter but rose by 1.5% over the year 
(UK electricity & gas supply contracted by -2.2% and by -0.2%, respectively). In the fourth quarter, GVA 
in Scottish manufacturing rose by 0.3% but fell by -1.1% over the year, while UK manufacturing output 
rose by 0.1% in the quarter but falling by -0.3% over the year. Figure 6 charts the quarterly percentage 
changes in GVA in Scottish and UK manufacturing.  
 
-8.0
-6.0
-4.0
-2.0
0.0
2.0
4.0
6.0
P
e
rc
e
n
t
Scotland UK
University of Strathclyde | Fraser of Allander Institute Economic Commentary: 40(1)  Economic perspectives 
 
June 2016            9 
 
Figure 6 makes clear that Scottish manufacturing was subject to a brief recession during the second and 
third quarters of last year emerging in the fourth quarter with a small degree of positive growth. UK 
manufacturing was subject to a less severe recession over the first three quarters of last year with 
growth effectively stagnating in the fourth quarter.  
Figure 7 shows the impact of the latest data on the manufacturing sector's recovery from recession. 
 
Figure 7: Manufacturing GVA, Scotland and UK: in recession and recovery to 2015q4  
 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
By the fourth quarter of last year Scottish manufacturing GVA was -7.6% below its pre-recession peak, 
compared to -6.5% for manufacturing in the UK. Manufacturing growth in both Scotland and the UK is 
now clearly weak after picking up in 2013 and 2014. As we noted in the previous Commentary, it is a 
matter of deep concern that the level of manufacturing output in both Scotland and the UK as a whole is 
lower than the level it was at in the third quarter of 2010. In Scotland, the level of manufacturing output 
was 2% lower in the final three months of last year than it was in the third quarter 2010. 
Within manufacturing, only three of the seven principal sectors experienced growth in the third quarter: 
refined petroleum, chemical & pharmaceutical products (accounting for 13% of manufacturing GVA) 
grew by 5.3% in the quarter and by 4.1% over the year; food & drink (accounting for 27% of 
manufacturing GVA) grew by 1.6% in the quarter and by 4.4% over the year; and transport equipment 
(accounting for 7% of manufacturing GVA) grew by 1.0% in the quarter and by 2,5% over the year. 
However, that growth performance was offset by the four manufacturing sub-sectors that contracted in 
the quarter: computer, electrical and optical products (electronics) (accounting for 10% of manufacturing 
GVA), contracted by 4.0% in the quarter and by -0.3% over the year; metals, metal products & 
machinery n.e.c. (accounting for 17% of manufacturing GVA) contracted by -1.5% in the quarter and by -
13.9% over the year; textiles, clothing & leather products (accounting for 4% of manufacturing GVA) 
contracted by 1.2% in the quarter and by -1.8% over the year; and other manufacturing industries, repair 
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& installation (accounting for 24% of manufacturing GVA) contracted by -1.0% in the quarter and by -
2.2% over the year. 
Construction sector 
Turning now to construction, the latest data are presented in Figure 8.  
 
Figure 8: Scottish & UK Construction GVA: volume growth 2007q1 - 2015q4 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
 
 
Figure 9: Construction, Scotland and UK: in recession and recovery to 2015q4  
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
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Scottish construction GVA was almost stagnant in the final quarter of last year with growth of only 0.1%. 
The major boost to construction provide by public infrastructure projects in Scotland appears now to 
have dissipated. Over the year the sector still grew by a remarkable 19.5% but the sector has clearly 
now entered a new weaker phase. The UK construction sector grew by 0.3% in the fourth quarter and by 
3.4% over the year. Figure 9 shows the recession and recovery performance of both the Scottish and 
UK construction sectors. 
 
Figure 9 shows the public infrastructure driven surge in Scottish construction activity from the final 
quarter of 2013 and then flattens out after the second quarter of last year as that surge came to an end. 
The chart shows that by the 2015q4 Scottish construction had moved to 16.7% above its pre-recession 
peak compared to UK construction, which was -3.5% below its pre-recession level. 
 
Within services, two of the three principal sub-sectors in the private sector posted positive growth in the 
fourth quarter: business and financial services and distribution, hotels and catering. Business and 
financial services grew slightly by 0.3% in the quarter and grew by 1.0% over the year, compared 
respectively, to growth of 0.7% and 2.7% in the UK. Figure 10 shows the growth of the sector in 
Scotland and UK during the recession and recovery. 
 
Components of private services sector growth 
 
Figure 10: Business & Financial Services, Scotland and UK: in recession and recovery to 2015q4 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
 
By the fourth quarter, business and financial services output or GVA remained +7.3% above its pre-
recession peak in Scotland compared to +15.1% in the UK. The sector in Scotland continues to lag its 
UK counterpart and the effect of the low oil price on activity in oil and gas support firms, which are 
classified to business services may have contributed to a widening of the gap between the performance 
of the sector in Scotland and the UK. The aggregate GVA data for business and financial services in 
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Scotland have recently masked significant weakness in the performance of financial services. Figure 11 
shows what has been happening to financial services since peak output in the second quarter of 2008. 
 
Figure 11: Financial Services in Scotland: in recession and recovery 2007q2 to 2015q4 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
 
After growth of 1.4% in the fourth quarter last year GVA in the sector was -13.0% below the pre-
recession peak compared to the trough of -15.5% in 2012q4. Despite the recent pick up in performance 
the value of output fell by -2.6% over the year and it seems unlikely that the scale of the financial 
services sector in Scotland will return to the levels seen before the Great Recession in the foreseeable 
future. 
 
Figure 12: Transport, Storage & Communication, Scotland and UK: in recession & recovery to 2015q4 
 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
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The second of the two principal sub-sectors in private services displaying positive growth in the fourth 
quarter was transport, storage & communication, which grew by 1.5% in Scotland and by 1.2% in the 
UK. Over the year, growth was 0.3% in Scotland and 4.3% in the UK. Figure 12 indicates that the 
recession was deeper and more prolonged in the Scottish sector with output falling by -15.3% compared 
to   -8.9% in the UK. Thereafter, the Scottish sector has largely stagnated but that has not been the case 
in the UK. By the end of the fourth quarter GVA in the Scottish sector was -10.2% below its pre-
recession peak compared to +10.5% above in the UK, a huge difference in the performance of the 
sector between Scotland and the UK. 
 
The other principal sub-sector in private services is distribution, hotels and catering (accounting for 18% 
of services sector output in Scotland), which covers the Scottish high street, accommodation and 
restaurants and captures some of the impact of tourism.  The sector exhibited falling output in the fourth 
quarter. GVA fell slightly by -0.3% in the quarter but rose by 1.8% over the year. In the UK, the sector 
grew by 1.4% in the quarter and by 4.7% over the year. Figure 13 shows the performance of the sector 
during recession and recovery. 
 
Figure 13: Distribution, Hotels & Catering, Scotland and UK: in recession and recovery to 2015q4  
 
 
 Source: Scottish Government GROSS DOMESTIC PRODUCT 4th QUARTER 2015, and FAI calculations 
 
Figure 13 reveals that by the fourth quarter the sector in the UK was +11.1% above its peak, while the 
sector in Scotland continued to do much worse at only +4.1% above peak. The scale of the recession in 
the sector in Scotland at -5.3% was much less than the loss of output in the sector in the UK, which 
amounted to -9.4%. The track of the recovery in the sector picked up in the UK from 2012q4 but 
continued at much the same slow pace in Scotland, with the level of GVA in the sector in the UK relative 
to the pre-recession peak overtaking Scotland in the final three months of 2013. 
 
Finally, output in Government & Other Services in Scotland in the fourth quarter rose by 0.3% compared 
to a rise of 0.4% the UK. Over the year, output in the public sector grew by 0.5% in Scotland and by 
0.7% in the UK. Figure 14 shows the performance of GVA in the sector in recession and recovery. 
80.00
85.00
90.00
95.00
100.00
105.00
110.00
115.00
  Scotland   UK
-5.3%
-9.4%
+11.1%
+4.1% 
University of Strathclyde | Fraser of Allander Institute Economic Commentary: 40(1)  Economic perspectives 
 
June 2016            14 
 
 
Figure 14: Government & Other Services, Scotland and UK: in recession and recovery to 2015q4  
 
 
Source: Scottish Government GROSS DOMESTIC PRODUCT 3rd QUARTER 2015, and FAI calculations 
 
By the fourth quarter GVA in the sector in the UK was 8.1% above the pre-recession peak, which, as 
noted many times in previous Commentaries, is difficult to understand at a time of fiscal consolidation, 
whereas output in the sector in Scotland was 1.5% above its pre-recession peak.  
 
The Labour Market 
 
The latest labour market data for January - March 2016 (see Scottish Labour Market section below) 
reveals a significant deterioration in labour market performance. In the quarter to March 2016 
employment fell by 53,000 (-2.0%) to 2,578,000. The last time there was a fall in jobs of this scale was 
back in early 2010. Unemployment rose by 8,000 (+4.8%) to 169,000 with the rate rising to 6.2%. In the 
UK, employment rose weakly, with 44,000 jobs created or an increase of 0.14%, while unemployment 
again fell but slightly by -2,000 (-0.13%) with the rate remaining unchanged at 5.1%. The gap between 
the Scottish and UK unemployment rate is now at its largest since mid-2004. Over the year, Scottish 
jobs fell by -45,000, a fall of -1.7%, while UK jobs rose 409,000, or 1.3%. Unemployment in Scotland 
rose by 2,000 over the year, or 1%, while in the UK unemployment continued to fall by -139,000, or -
7.6%. The numbers inactive rose in Scotland in the quarter by 49,000 or 3.1%, compared to an identical 
rise of 49,000 in the UK or 0.3%. Over the year, inactive numbers rose by 59,000 (3.7%) in Scotland and 
by 109,000, or 0.6% in the UK. 
 
Figure 15 shows the performance of employment in Scotland and the UK during recession and recovery 
to the first quarter of this year i.e. 2016q1.  
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Figure 15: Total Employment: Scotland and UK: pre-recession peak to 2016q1 
 
 
 Source, ONS Regional Labour Statistics and FAI calculations 
 
After the large loss of jobs in the latest quarter, Scottish jobs as reported in the LFS household surveys 
were 0.9% above the pre-recession peak, while UK jobs were 6.3% above peak. The shake out in jobs 
in Scotland is clearly related to the consequences of the fall in the price of oil. But the fall is likely only to 
be partly due to the effects of the falling oil price. The continued weakness of manufacturing is likely also 
to be important. Whatever the causes, the gap between the UK and Scotland is at its widest since early 
2010 for unemployment and early 2012 for employment. 
 
Challenges facing the Scottish economy 
 
,Q WKHSUHYLRXV WKUHH &RPPHQWDULHV 9RO  1R¶V  DQG  ZH EHJDQ WR FRQVLGHU WKH FKDOOHQJHV
facing the Scottish economy. The July 2015 Commentary (Vol. 39, No. 1) focused on the short-term 
capacity utilisation issue. In the November 2015 Commentary (Vol. 39, No. 2) we focused on the more 
long-term capacity growth question. In the March 2016 Commentary (Vol, 39, No.3) we examined the 
revisHG GDWD RQ 6FRWODQG¶V ORQJ-term growth performance, and considered the implications for 
6FRWODQG¶VHFRQRPLFSHUIRUPDQFHLIWKH%ULWLVKSHRSOHYRWHGWROHDYHWKH(XURSHDQ8QLRQLQWKHFRPLQJ
referendum on 23 June 2016. 
 
We concluded that the latest revised GDWDVXJJHVWHGWKDW6FRWODQG¶VJURZWKSHUIRUPDQFHRYHUWKHORQJ-
run had been weaker than the UK with GDP per head growth evened out by falling and/or slower 
population growth in Scotland, with some of that weaker population growth reflecting the weaker relative 
strength of the Sottish economy. On productivity, the key overall driver of growth, we concluded that 
while Scottish labour productivity was growing, it was weaker than in the UK: -2.4% below. Moreover, we 
noted that academic research on Total Factor Productivity (TFP) - where one estimates the productivity 
of all factors: labour, capital and land ± has found it to be significantly lower in Scotland than in the UK. 
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,QRQHNH\VWXG\WKHµJDS¶EHWZHHQ6FRWODQGDQGUHVWRI8.ZDVDURXQGDFURVVDOOVectors in 2012 
(and 22% below the leading UK region). We suggested that the evidence indicated that Scotland was 
weak in varying degrees on all of the key determinants of competitiveness: in innovation/R&D; exporting 
(especially for a small open economy); skills; investment, and enterprise.  
 
On BREXIT, we concluded that there was a high probability that output and growth in the Scottish 
economy would be damaged if Britain left the EU. First, the likelihood would be that trading 
arrangements would be less favourable than in the EU. Not only would actual and potential Scottish 
exporters have to overcome their weaker competitive position due to lower labour and total factor 
productivity they would also have to face the additional hurdle of less favourable trading arrangements. 
Secondly, Brexit might worsen Scottish productivity growth through the negative effects on trade 
competition, inward investment and financial integration. So, at a time when there is increasing policy 
FRQFHUQDERXW6FRWODQG¶VSURGXFWLYLW\ and growth performance a vote to leave the EU would place an 
unnecessary burden on Scottish companies and economic policy. 
 
In the current Commentary we offer a few comments on policy issues relating to the improvement of 
6FRWODQG¶VORQJ-term growth perfromance. 
 
Policy and the Growth of the Scottish Economy 
 
The achievement of legislative devolution in 1999 following the Scotland Act 1998 allowed Scottish 
*RYHUQPHQWV WRGHYHORSD VWUDWHJLFDSSURDFK WR WKH SURPRWLRQ RI 6FRWODQG¶V HFRQRPLFGHYHORSPHQW
The process began with the introduction of the Framework for Economic Development  in June 2000. 
This was followed by the publication of Smart Successful Scotland, with its focus on the role of the 
(QWHUSULVH1HWZRUNV LQ)HEUXDU\%RWK)('6DQG666ZHUH³UHIUHVKHG´ LQDQGZLWK
largely cosmetic changes. After the SNP Government came to power in 2007 a Government Economic 
Strategy was published in November 2007. In September 2011 a new strategy was published and 
finally, in March 2015 the Scottish Government published 6FRWODQG¶V(FRQRPLF6WUDWHJ\. 
 
All of these strategies provide a strategic framework grounded in mainstream economic development 
theory, which sees economic growth being enhanced by productivity growth through the promotion of 
µVXSSO\-VLGH¶ FKDQJH 6XSSO\-side improvements in innovation and R&D, enterprise, investment, 
competition, and skills are the route to faster economic growth. It is true that the strategies have focused 
on other things seen as important to the development of the economy. So, for example the 2011 
strategy introduced the desire to move to a low-carbon economy as a strategic priority, while the latest 
strategy has introduced the priority of tackling inequality and promoting inclusive growth. There has also 
EHHQLQFUHDVLQJUHFRJQLWLRQRIWKHUROHRIµRSHQQHVV¶DQGLQWHUQDtionalisation in the growth of small open 
HFRQRPLHV%XWDOORIWKHVHVWUDWHJLHVKDYHEHHQVWURQJHURQWKHµZKDW¶RIJURZWKSURPRWLRQZLWKPXFK
OHVV HPSKDVLV RQ WKH µKRZ¶ ,Q RWKHU ZRUGV ZH QHHG WR SXW PRUH WKRXJKW DQG GHEDWH LQWR WKH
operationalisation and implementation of the promotion of innovation, enterprise, investment and skills 
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formation. It is not new strategies the Scottish economy needs but clear insights and policy action on the 
LPSOHPHQWDWLRQRI6FRWODQG¶V(FRQRPLF6WUDWHJ\1 
 
It is against this background that we welcome the creation of the new Economy Secretary post in the 
Scottish Government the appointment of the new Cabinet Secretary for Finance, Derek Mackay MSP 
IROORZLQJ WKH UHFHQW HOHFWLRQ :H DOVR ZHOFRPH WKH QHZ 0LQLVWHU .HLWK %URZQ¶s early initiative in 
LQVWLWXWLQJDUHYLHZRI6FRWODQG¶VHQWHUSULVHDQGVNLOOVDJHQFLHVZLWKDEULHI³«WRFRQVLGHUKRZEHVWWR
deliver and enhance the services and functions those bodies currently provide or need to provide in the 
future, to meet the needs of those engaging with the bodies, as well as to deliver on Ministerial 
ambitions ± SDUWLFXODUO\ SURGXFWLYLW\´ 3URYLGLQJ WKLV UHYLHZ LV XQGHUWDNHQ LQ D SRVLWLYH ZD\ WR KHOS
enhance the operational impact of the agencies, then we hope this marks the beginning of a process 
where strategy implementation moves centre stage in economic policy in Scotland. 
 
Forecasts 
 
Background 
Output and jobs growth in the Scottish economy has weakened since we last reported in March 2016. 
After GDP data revisions it is now clear that with growth of only 0.1% in the second quarter last year and 
then a fall of -0.1% in the third quarter, the Scottish economy came perilously close to a recession in 
2015 and despite the slight upturn to 0.2% growth the fourth quarter may yet not escape a recession in 
the coming months. In the fourth quarter, Scotland had to rely solely on the service sector for growth as 
the contribution of construction faded away to zero with the stimulus from infrastructure spending 
disappearing. Slight negative growth in the production sector meant that the recession in the sector 
continued with negative growth having occurred in three successive quarters. Within production, 
manufacturing technically emerged from recession with fourth quarter growth of 0.3% after experiencing 
falling output in the previous two quarters. But despite that manufacturing growth in Scotland can only be 
described as weak. 
We do not yet have outturn data for GDP in the first quarter 2016 in Scotland but extrapolating from the 
fourth quarter what seems to be happening is that both domestic and overseas demand for Scottish 
goods and services appear to be weakening, while domestic demand is still driving growth in Scotland ± 
see Forecasts of the Scottish Economy section below.  In particular in the first two quarters of 2015 
household demand and fixed investment were the sole drivers of growth. In the third quarter general 
government spending also made a small positive contribution to growth, although the continuation of the 
8. *RYHUQPHQW¶V austerity programme means that there is little sustained boost to growth from this 
component of demand. In the fourth quarter household demand and fixed investment were again the 
sole drivers and were both weaker than previously. It now seems clear that both components of demand 
have been badly affected by the continuation of the low price of oil, with job losses affecting household 
incomes and spending and fixed investment affected by the decline in onshore investment in the oil 
service industry and related activities as well as the slowdown in infrastructure spending and 
                                                        
1 $SRLQWUDLVHGE\WKH678&¶V6WHSKHQ%R\GDWWKH)UDVHURI$OODQGHU,QVWLWXWH¶Vpolicy seminar in May 2016. I also 
PDGHDVLPLODUSRLQWLQFRPPHQWLQJRQWKH*RYHUQPHQW¶VFXUUHQW6FRWWLVK(FRQRPLF6WUDWHJ\LQP\SUHVHQWDWLRQ
Post-election economic challenges: Scotland and the UK at the IPPI/FAI seminar on 1 July 2015. 
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construction activity noted above. Another factor to note is that the household saving ratio in Scotland 
was 6.3% in 2015q4 31% lower than it was in the corresponding quarter of 2014. This fall will clearly 
have helped sustain household spending either by households saving less or borrowing more. However, 
a close look at the data reveals that the ratio fell from 9.1% to 6.8% between 2014q4 and 2015q1, then 
fell a little further to 6.3% in the second quarter and essentially remained there for the rest of the year. 
Household spending was clearly boosted in the first quarter of last year but by the end of the year the 
effect of the change was fading away as households possibly started to rein back their borrowing. In 
addition, wage growth remains weak while the housing market seems to be weakening, which is also 
likely to have a detrimental effect on household spending.  It might also be the case that uncertainty 
about the outcome of the BREXIT referendum on 23rd June might be encouraging companies to 
SRVWSRQHLQYHVWPHQWSODQVXQWLOWKHLVVXHDERXW%ULWDLQ¶VHFRQRPLFUHODWLRQVKLSZLWKWKH(8LVFODULILHG
In this context it is worth noting that net trade has made a negative contribution to ScotlDQG¶V *'3
growth in 4 of the last 5 quarters, while Scottish exports (including trade with rest of UK) in current 
market prices have actually been falling since 2014 and Scottish manufacturing exports to the rest of the 
world fell in real terms in the second half of last year. 
The ONS Release Second Estimate of GDP: Quarter 1 (January to March) 2016 estimated UK GDP in 
volume terms to have grown by 0.4% in the first quarter, the same as the preliminary estimate in April 
but lower than the 0.6% growth achieved in the final quarter of last year. The release also provides detail 
on the expenditure component contribution to UK growth. The picture remains broadly similar to 
Scotland in the fourth quarter of last year, and broadly similar in the first quarter 2016 to the fourth 
quarter 2015, with the exception that the contribution of fixed investment to growth increased, which we 
think unlikely to be the case in Scotland in view of the effects of the oil price fall ± notwithstanding the 
recent pick up in the price to around $50 per barrel - and turn down in infrastructure spending. So, we 
must conclude that in the first quarter and probably through the rest of the year, household demand and 
fixed investment will continue to drive growth in Scotland but with the stimulus from household spending 
and fixed investment weakening while net trade continues to have a negative effect as the rate of growth 
LQ6FRWODQG¶VPDLQH[SRUWPDUNHWVLVSUHGLFWHGWRIDOO 
7KH6FRWWLVK&KDPEHUV¶Quarterly Economic Indicator for the 1st quarter 2016, found that performance 
across the Scottish economy was inconsistent throughout the five key business sectors covered. The 
construction sector, retail & wholesale and tourism were reasonably buoyant, but there was evidence of 
a further weakening in activity in both manufacturing and business and financial services. In some ways 
this is encouraging because it suggests that the weakening in the economy may not be as pervasive as 
first thought. But there is much survey evidence to show that manufacturing in particular is struggling 
north of the border, although the recent outturn data for UK manufacturing in April revealed that 
production increased by 2.3% during the month, the largest rise since July 2012.The latest Scottish 
Engineering survey shows that output and orders have fallen for the sixth consecutive quarter, with 
export orders declining for eleven consecutive quarters. The Bank of Scotland PMI Survey for April 
reported that the output of Scottish private sector firms had stabilised, which ended a two-month 
sequence of contraction. Nonetheless, as the Forecasts of the Scottish Economy section of this 
&RPPHQWDU\QRWHVWKH)UDVHURI$OODQGHU,QVWLWXWH¶V³1RZFDVWV´ of the Scottish economy for the first and 
second quarters of 2016 estimate growth to be weak with forecasts of 0.28% and 0.36%, respectively. 
It is against this background that we have prepared our latest forecasts of the Scottish economy. 
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GVA Forecasts 
For our latest GVA forecasts we continue the presentational procedure adopted in previous 
Commentaries. We present only a central forecast but use estimated forecast errors to establish the 
likely range within which the true first estimate of the growth of Scottish GVA will lie.  
Table 1 presents our forecasts for Scottish GVA - GDP at basic prices - for 2015 to 2017. The forecasts 
are presented in more detail in the Forecasts of the Scottish Economy section of this Commentary.  
 
Table 1: Fraser of Allander Institute Forecasts of Scottish GVA growth, 2016-2018  
 
GVA Growth (% per annum) 2016 2017 2018 
Central forecast 1.4 1.9 2.0 
March 2016 forecast 1.9 2.2 n.a 
UK mean independent new 
forecasts (for May 2016) 
1.9 2.1 2.3 
Mean Absolute Error % points +/- 0.52 +/- 1.24 +/- 1.31 
Source: © Fraser of Allander Institute, June 2016 
Table 1 shows that we have revised down our forecast for this year from 1.9% in March 2016 to 1.4%. 
This downward revision is driven by slow investment growth, the continuing effects of the fall in the price 
of oil on household incomes and spending, a general slowing in household spending as the rate of 
household borrowing diminishes and a worsening demand for Scottish exports as global growth and 
JURZWK LQ 6FRWODQG¶V NH\ H[SRUt markets slows. On our central forecast, we are forecasting growth of 
1.9% in 2017 a downward revision to our March forecast of 2.2%. This revision is due to an anticipated 
weakening of both domestic and export demand for goods and services produced in Scotland compared 
to our March forecast. We are now forecasting 2018 and our prediction is that there will be growth of 
2.0% as the economy returns to trend. 
 
Table 1, also compares our GVA forecasts with the median of latest independent forecasts for the UK as 
published by the UK Treasury in February 2016. These show that we expect Scottish growth to be 
weaker than in the UK over the forecast horizon 2016, 2017 and 2018. So, we are forecasting growth of 
1.4% in 2016, 1.9% in 2017 and 2.0% in 2018. Given our previous forecast errors the lower and upper 
bounds for growth in 2016 are expected to be 0.9% and 1.9%; for 2017, 0.7% to 3.1%, and for 2018, 
0.7% to 3.3%. 
 
Production is the major sector exhibiting the fastest growth in 2016, 2017 and 2018 with predictions of 
1.8% in 2016, 2.1% in 2017, and 2.2% in 2018. Growth of construction is forecast to be 0.7% in 2016, 
1.1% in 2017 and 1.2% in 2018. Service sector growth is projected to be 1.3% in 2016, 1.8% in 2017, 
and 1.9% in 2018.  
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Employment Forecasts 
 
Table 2 presents our forecasts for net employee jobs for the years 2015 to 2017 in terms of a central 
and upper and lower forecast. Note that in forecasting employee jobs we are not forecasting self-
employment, which has been an important component of the recent jobs recovery (refer Scottish Labour 
Market section of this Commentary). Moreover, employee jobs can differ from the self-reported 
employment in the monthly Labour Force Survey. 
 
Table 2: Forecast Scottish Net Jobs Growth in Three Scenarios, 2016-2018 
 
 
2016 2017 2018 
Upper 37,950 67,550 79,200 
   March 2016 forecast 50,700 79,400 n.a. 
Central  28,650 39,450 47,379 
   March 2016 forecast  36,800 46,850 n.a. 
Lower 19,400 10,200 16,400 
   March 2016 forecast 24,250 31,200 n.a. 
Source: © Fraser of Allander Institute, June 2016 
We have revised down our forecasts of employee jobs because of the deteriorating conditions in the 
Scottish labour market. The number of total employee jobs is still forecast to increase in each year with 
the number of jobs at the end of 2016 forecast to be 2,445,650, an increase of 1.2% during 2016. Our 
new central forecast is that the Scottish economy will add 28,650 jobs in 2016, down by around 8,000 
from our March forecast, with a net of 39,450 jobs added in 2017, down by more than 7,000 from our 
March forecast. Jobs growth in 2018 is forecast to be 47,379. 
 
This year, we expect 21,800 service sector jobs to be created, with 3,650 added in production, and a 
reduction of -350 in agriculture. Construction jobs are now forecast to rise this year by 1,050. In 
2017/2018, the bulk of the jobs created are again expected to be in the service sector with an additional 
32,850/38,250 jobs forecast, while 4,650/5,350 are added in production, 350/1,800 in agriculture and 
1,650/2,000 in construction. 
 
Unemployment Forecasts 
 
The ILO rate is our preferred measure since it identifies those workers who are out of a job and are 
looking for work, whereas the claimant count simply records the unemployed who are in receipt of 
unemployment benefit. In March 2016 we forecast that the unemployment rate would fall slightly to 5.7% 
(from its 2015 value of 5.8%) by the end of 2016, with a level of unemployment of 153,350. The 
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apparent worsening of many labour market indicators over the last four months, and the revision 
downwards of growth performance of Scotland in 2016 cause us to revise up our forecasts for 
unemployment in both levels and rates. Our latest forecasts for the unemployment rate in Scotland for 
the end of 2016 is now 6.9%, with our forecast for this to fall to 6.7% and then 6.2% by the end of 2017 
and 2018, respectively. 
 
The key unemployment forecasts are summarised in Table 3 below. 
 
Table 3: Forecasts ILO unemployment, 2016-2018 
 
ILO unemployment 2016 2017 2018 
Forecast Rate (ILO un/TEA 16+) 6.9%                  6.7%                   6.2% 
   March 2016 forecast 5.7%   4.8%                 n.a. 
Numbers 183,850                181,050               168,050 
Source: © Fraser of Allander Institute, June 2016 
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